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PART A - Current Economic Situation 


SUMMARY: As the Cape Verde drought continues into its 12th 
year, the economy of the Cape Verde islands remains severely 
depressed. Even though there was significant rainfall in 1978, 
the cron harvest, mainly corn, was disappointing. The country 
still depends upon substantial amounts of foreign assistance 
and receipts from immigrant remittances for supplies of all 
staple foods. Cape Verde gained independence in 1975, and 
institutions and infrastructures are still either recovering 
or being established. The employment situation is still a 


source of worry, aS on some islands unemployment is at the 
50 percent level. 


During 1978, in an attempt to conserve and make the best possible 
use of limited foreign exchange holdings, the government of Cape 
Verde moved towards limiting imports, principally consumer goods, 
redirecting foreign exchange holdings to the purchase of capital 
goods, machinery, medicines and development-related equipment. 
Though these controls were relaxed somewhat towards the end of 
the year, merchants and other prospective importers will find 
that during 1979 import licenses are still being tightly held. 
Cape Verde's trade deficit for 1978 was about $23.1 million. 


The short-term outlook for Cape Verde is not bright. Even 

with many years of good rainfall, the agricultural sector will 
not recover quickly, and Cape Verde will continue to be heavily 
dependent upon foreign assistance(especially food). During 

the course of the drought, the livestock industry has been 

the hardest hit, as more than 60 percent of the herds have 
either died or been slaughtered. Cape Verde also 

must deal with a rapidly increasing population -- the 

growth rate is 2.9 percent per year and increasing ~~ and the 
population density of the Islands is 194 people per square mile, 
one of the highest in West Africa. 


Foreign assistance keeps Cape Verde going, and provides some hope 
for the future. Major donors include the United States, France, 
West Germany, the Netherlands, European Economic Community, 
United Kingdom and Portugal. Major U.S. projects include building 
dikes, catchments and dams to control erosion, plant protection 
and the eradication of insects, development of water resources 
and putting new lands into cultivation. Projects outside the 
agricultural sector include water desalinization (Sal Island and 
Mindelo), school construction and the PL-490 food grains program. 
In 1978 the United States provided Cape Verde with a total or 
16,500 tons of cereals under PL-480. In 1979 the United States 
will attain at least those same levels. Aid from all sources 

is an important factor in allowing Cape Verde to maintain a 

small surplus in balance of payments. 





In the FY 1979 budget (calendar year 1979) the government plans 
expenditures of approximately $68 million against receipts of 
some $61 million with the difference being made up by contribu- 
tions from donors. The bulk of local receipts comes from 
customs duties; about 60 percent of the budget represents 
contributions from international sources. In this year's 
budget about 65 percent of resources are devoted to develop- 
mental and agricultural projects including labor intensive 
rural works projects; this is about the same percentage as in 
1978. In real terms the 1979 budget is 7 percent smaller than 
the 1978 budget. Inflation is expected to reach 25 percent 
during 1979. 


Fishing is an important potential resource for the Islands. 
Tuna, horse mackerel and lobster, as well as other species, are 
caught off the Islands, which adhere to the 200-mile limit. 

The Islands could export as much as 3,000 tons of high quality 
lobster per year. Development of the fishing sector made little 
progress during 1978,and relatively large amounts of capital 

(at least $U.S. 40 million) are needed to purchase boats, 

expand canneries, build freezing chambers and modernize port 
facilities. Technical expertise and personnel will also be 
needed. 


Remittances from workers and immigrants abroad are the most 
important source of foreign exchange. While immigration to 
Portugal slowed during 1978, interest in immigration to the 
United States, Holland and Italy increased. 


Industry and Mining are not well developed in the Islands. There 
are some small industries such as fish canneries, flour milling 
and leather tanning; plans for import substitution industries 

(as clothing, beverage and bottled water factories) are on the 
books though capital is short to carry through on these projects. 
Service industries such as resupply of vessels and aircraft 

exist at Mindelo and Sal Island and are an important source of 
foreign exchange and employment; airport facilities at Sal could 
easily be expanded, and Mindelo harbor is underutilized. 


Mineral resources on the Islands are salt from brine and pozza- 
lana (used in cement production). Substantial, though unexploited, 
lime deposits exist on Boa Vista Island. The Government has plans 
for a cement factory at Santo Antao and will likely receive 
financing from the Government of France for this project, includ- 
ing expanded port facilities. 





The Cape Verde Government hopes to attract additional traffic to 
Amilcar Cabral International Airport on Sal Island. The airport 
is ideally located and several international airlines are presently 
considering the use of Sal as a refueling and servicing stop. A 
Sal Flight Information Region (FIR) will begin operating at the 
end of September 1979. The USAID Sal Desalinization and Energy 
Project beginning in late 1979 will enhance the usefulness of the 
airport, providing the water and energy necessary for the con- 
struction and maintenance of tourist hotels and other small 
industries (including lobster fishing). The airport is already a 
major source of foreign exchange, providing approximately $8 
million per year. 


PART B - Implications for the United States 


Cooperation and Assistance - Cape Verde will require large amounts 
of international assistance for the foreseeable future; it is 
likely that the United States will continue to be a major donor. 
Opportunities will exist for American firms for contracts related 
to service and arrangements for USAID projects. In addition, 
opportunities will exist in the areas of desalinization and 
non-conventional energy, as the Government of Cape Verde has 
demonstrated considerable interest in these areas, and requires 
outside expertise. 


Trade - The small size and moribund state of the Capeverdean 
economy will make it difficult for the United States to expand 
its market share. Portugal has tariff and transportation prefer- 
ences and also provides generous credits for the purchase of 
Portuguese products, especially foodstuffs. Nevertheless, the 
Capeverdeans do prefer American clothing and electrodomestic 
products to others and should shipping ties to the United States 
improve, a small increase in purchases from the United States 
could be expected. 


Cape Verde is a member of the Economic Community of West African 
States and will share in the benefits of economic growth in the 
West Africa. With the U.S. Overseas Private Investment Corpora- 
tion an agreement is also under negotiation. 


Investment - The Government of Cape Verde has neither developed 

an investment code, development priorities, nor development plan. 
Any proposed investments will be assessed on their merits and 
economic advantage to the country. Cape Verde's location, astride 
the principal trade and tanker routes and a pool of relatively 
well-educated, hard working people offers the possibility of 
processing and assembly operations, though the infrastructure for 
such endeavours does not presently exist. U.S. firms might also 





be interested in looking into the expansion of the fishing 

fleet and harbor facilities, including drydocks and ship repair 
installation at Mindelo. Finally, should Cape Verde be able to 
attract additional traffic to Sal Airport, tourist-type facilities 
on that Island, and the neighboring island of Boa Vista would be 
needed. The Government has indicated that it would look with 
favor upon such investments. The beaches on Sal and Boa Vista 

are excellent and extensive,and the Islands enjoy at least 300 
days of sunshine per year. 
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